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Abstract
This study investigates the relative and incremental value relevance of profit or loss 
(PL), other comprehensive income (OCI) and its components and comprehensive 
income (Cl) in the Slovak Republic. We extend prior empirical evidence on Cl value 
relevance by examining one of the recently transitioned markets of Central and Eastern 
Europe that has extensively adopted the International Financial Reporting Standards 
(IFRS). Previous empirical studies provide mixed results, which can be attributed 
partially to the use of as-if estimation technique to approximate CI/OCI figures. For that 
reason, this study adopts a comparative design in which we compare the value relevance 
between the companies following IFRS and companies following local accounting 
regulations on a sample of public Slovakian listed entities in the period from 2012 to 
2014. We find evidence that PL is more value-relevant than Cl in both groups, and that 
OCI provides value-relevant information, in addition to those already disclosed in PL 
and book value, only in the group of companies following Slovakian accounting 
regulations. Therefore, the results of this study suggest that mandating all Slovakian 
public listed entities to report comprehensive income does not enhance the usefulness of 
financial statements.
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1 Aims and objectives
This chapter serves as an introduction to the dissertation. The chapter succinctly 
presents research background and introduces the aims and objectives of this study. In 
the end, research questions are stipulated together with the rationale for this research. 
This chapter is divided into five sections, namely, research background, aim of the 
study, research objectives, research rationale, research contribution and research 
questions.
1.1 Research background
The Financial Accounting Standards Board (FASB) introduced the term comprehensive 
income in Concepts Statement No. 3 defined as ‘the change in equity (net assets) of an 
entity during a period from transactions and other events and circumstances from non- 
owner sources’ (FASB, 1980, p. 6). This income definition results from a desire to 
incorporate in one figure all non-owner changes in equity during a reporting period. 
Consequently, comprehensive income also includes unrealised gains and losses that 
result from changes in the market value that would otherwise bypass the statement of 
income and be reported as direct adjustment to equity, among others gains and losses 
arising from translating the financial statements of a foreign operation and gains and 
losses on re-measuring available-for-sale financial assets.
Despite the clear definition of comprehensive income, it was not until 1997 and the 
issuance of Statement of Financial Accounting Standard No. 130 (SFAS 130), when the 
reporting of comprehensive income became mandatory in the United States (US). In 
2007, International Accounting Standards Board (IASB) issued a revision of 
International Accounting Standard No. 1 (IAS 1), in which IASB requires all entities to 
prepare a statement of comprehensive income for all annual periods beginning on or
after 1 January 2009. In this statement, companies report other comprehensive income 
(OCI) that once added to profit or loss (PL), yields to comprehensive income (Cl).
1.2 Aim of this study
This study is motivated by two presumptions. First, that ‘comprehensive income better 
measures firm performance because it includes all changes in the net assets of a firm 
during the reporting period’ (AAA Financial Accounting Standards Committee, 1997, 
p. 122). Secondly, that the clear display of comprehensive income and its components 
‘make[s] it easier for users to understand and use that information in their analyses’ 
(IASB, 2008, p. 61) because the users do not have to sort through voluminous notes and 
nonfinancial information to find that information.
Therefore, the aim of this study is to investigate the above claims that comprehensive 
income is a better measure of firm performance than profit or loss in the Slovak 
Republic (hereafter Slovakia) by testing whether Cl or PL better summarises firm 
performance as reflected in the market values of equity.
1.3 Research objectives
To achieve the aim of this research, we stipulate the two objectives for this study. The 
first objective is to examine the relative value relevance of PL (formerly net income) 
and Cl in Slovakia. The second objective is to evaluate the incremental value relevance 
of aggregate OCI and its individual components on the sample of public Slovakian 
listed entities.
‘Value relevance of accounting information is one of the basic attributes of accounting 
quality, measured as the ability of financial statement information to capture or 
summarise information that affects share values’ (Francis and Schipper, 1999, p. 327).
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1.4 Research rationale
The existing literature on Cl value relevance provides conflicting results (see Appendix 
A). The majority of research concentrates on Anglo-Saxon countries with well-traded 
and developed capital markets, and strongly investor-oriented accounting systems 
(Kanagaretnam et al., 2009; Chambers et al., 2007; Biddle and Choi, 2006; O’Hanlon 
and Pope, 1999; Dhaliwal et al., 1999; Cheng et al., 1993).
There are three possible reasons for observing inconsistent results on Cl value 
relevance. First, in the beginning of the debate on Cl usefulness, researchers conducted 
their investigations using as-if data (Biddle and Choi, 2006; Cheng et al., 1993; 
Dhaliwal et al., 1999; O’Hanlon and Pope, 1999; Goncharov and Hodgson, 2011), 
which is data that were either manually calculated using actual figures reported in the 
financial statements or collected from various notes included in the annual report. More 
recently, research has shifted towards using the actual as-reported data (Chambers et 
al., 2007; Kanagaretnam et al., 2009; Mechelli and Cimini, 2014), as they became 
widely available due to its mandatory presentation in the primary financial statements. 
The studies by Cheng et al. (1993) and Dhaliwal et al. (1999) both use as-if data for Cl 
measurement. Cheng et al. (1993) examine the usefulness of three income definitions 
(operating income, net income and Cl) in explaining the abnormal returns for a sample 
of 922 US firms between 1972 and 1989. On the other hand, Dhaliwal et al. (1999) 
examine how strongly net income and Cl is associated with returns in the years 1994 
and 1995. Both studies provide the same conclusion, that more traditional income 
measure -  net income clearly dominates Cl. Contrary to what Cheng et al. (1993) and 
Dhaliwal et al. (1999) found is positioned the study by Biddle and Choi (2006) that uses 
as-if estimation technique. Biddle and Choi (2006) evaluate sixteen different definitions 
of income in terms of information content, predictive ability and executive
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compensation using the sample of US companies for the period from 1994 to 1998. 
They report that Cl dominates net income in explaining abnormal returns.
Secondly, researchers differ in a way they operationalise measurement of the concept of 
value relevance. Some of the research concluded their findings based on the results of 
information and valuation perspective (Cheng et al., 1993; Dhaliwal et al., 1999; 
Mecheli and Cimini, 2014), whereas others complement these by examining the 
predictive ability of Cl or otherwise (Biddle and Choi, 2006; Goncharov and Hodgson, 
2011). Lastly, an increase in Cl value relevance reported in recent studies (Casta et a l 
2007, Fasan et a l 2011) can be explained by the proposition ‘suggesting that investors 
become more familiar with the predominant reporting location for Cl (Chambers et al., 
2007, p. 560).’
Nevertheless, there remains limited evidence on Cl value relevance from the countries 
with less developed capital markets and economies in transition. Moreover, the studies 
from the European Union (EU) examine the value relevance on the sample of 
companies listed in several different EU countries that often have different accounting 
institutions and thus follow different accounting regulations. (Mechelli and Cimini, 
2014; Fasan et al., 2014; Goncharov and Hodgson, 2011; Casta et al., 2008). Beaver 
(2002, p. 460) states that value relevance research on accounting information requires 
in-depth knowledge of accounting institutions and accounting standards. This statement 
supports research based on individual case-country study rather than large comparative 
studies in which the researcher has limited understanding of the accounting institutions 
and standards of all the countries included in the sample. Although the study by Fasan 
et al. (2014) incorporates three post-communist countries1 in the sample of 19 EU 
countries, it performs the analysis dealing with the sample as a homogeneous entity. In
1 Czech Republic, Hungary and Poland
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other words, Fasan et al. (2014) ignores the effect of substantial variation in markets, 
accounting rules and business culture, particularly between well-developed and recently 
transitioned markets in the EU.
The choice of Slovakia is motivated by the fact that Slovakia additionally adopted 
IFRS, in both consolidated and individual accounts for all public interest entities. 
Therefore, our findings will provide evidence on whether Cl better reflects performance 
of the company and thus justifies the choice of Slovakia for more extensive IFRS 
adoption.
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1.5 Research contribution and research questions
This study builds upon the research by Goncharov and Hodgson (2011) and contributes 
to the existing literature in the following two ways. Firstly, it introduces an 
understudied set of public EU entities listed on the Bratislava Stock Exchange in 
Slovakia. And secondly, it provides a comparison on value relevance of PL, OCI and its 
components and Cl between the public Slovakian entities using IFRS versus Slovakian 
accounting regulations (SAR) to prepare consolidated financial statements.
The research questions of this study are as follows:
1 Does profit (loss) or comprehensive income or the combination o f profit (loss) and 
the element of other comprehensive income reported by Slovakian listed 
companies provide information that is more value-relevant?
2 Do individual items2 o f other comprehensive income add the incremental value­
relevant information when added to profit (loss)? If so, which items?
3 Is there any difference in value relevance of profit (loss), elements o f other 
comprehensive income and comprehensive income between the firms using IFRS 
standards and firms using Slovakian accounting regulations to prepare 
consolidated financial statements?
2 According to IAS 1, the components of OCI include:
(a) changes in revaluation surplus;
(b) actuarial gains and losses on defined benefit plans;
(c) gains and losses arising from translating the financial statements o f a foreign operation;
(d) gains and losses on re-measuring available-for-sale financial assets;
(e) the effective portion o f gains and losses on hedging instruments in a cash flow hedge.
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2 Literature review
The purpose of this chapter is to review the extant literature on Cl value relevance, 
discuss the theoretical concepts and identify the research gap currently present in the 
literature. This chapter is divided into six sections. Section 2.1 discusses the theoretical 
perspectives on Cl value relevance research. Section 2.2 reviews the existing literature 
from the US and the EU. Sections 2.3, 2.4 and 2.5 connect the literature with the 
Slovakian accounting environment and Section 2.6 outlines the hypotheses.
2.1 Theoretical concepts of comprehensive income value relevance 
research
2.1.1 Clean versus dirty surplus accounting practice
The impetus for the value relevance research on Cl emerged within the long-standing 
debate over determination of income. At the centre of this debate are two schools of 
thought: (1) current-operating view (dirty surplus accounting), and (2) all-inclusive 
view (clean surplus accounting). Clean surplus accounting focuses on reporting all 
changes in net assets in the statement of income and thus generates a Cl amount. In 
contrast, dirty surplus accounting allows for unrealised components of income to bypass 
the statement of income and to report an accounting amount (net income), which, 
according to Black (1993), has a better predictive power.
Brief and Peasnell (1996, p. 11) suggest that the debate over dirty surplus accounting
and clean surplus accounting reflects two different objectives of financial statements:
(1) predictive ability, and (2) reporting of ‘the facts’. Proponents of dirty surplus
accounting argue that Cl contains a number of transitory and non-recurring items
contingent on future events (Goncharov and Hodgson 2011, p. 31). These items
introduce a noise and uncertainty into reported numbers and obstruct decision-making
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due to the fact that users must disentangle components of income that are temporary or 
irrelevant (Brief and Peasnell, 1996). Therefore, ‘by eliminating transitory and non­
operating flows, the predictive ability of reported earnings, and its consequent 
usefulness for equity valuation purposes are enhanced’ (O’Hanlon and Pope, 1999, p. 
460).
On the other hand, the Association for Investment Management and Research (AIMR) 
(1993, p. 64) states that ‘financial statement users need in one place all the information 
regarding a company’s economic activity, which they may sort out to suit their own 
purposes’. AIMR (1993, p. 88) further argues that great effort is required by analysts to 
locate and assess all components of income that may have an influence on their 
forecasts of the firm’s valuation. In addition, the advocates of clean surplus accounting 
argue that the process of recycling becomes an issue in dirty surplus practice, ‘whereby 
dirty surplus flows initially booked to equity are, after realisation, subsequently 
rebooked to equity through the income statement’ (Goncharov and Hodgson, 2011, p. 
30). Therefore, immediate recognition and reporting under clean surplus accounting 
would transparently present income flows in one statement and avoid the possibility of 
double counting (AIMR, 1993).
2.1.2 Value relevance and decision usefulness of accounting information
The theory of value relevance is closely linked to the concept of decision usefulness of 
accounting information. According to IASB Conceptual Framework for Financial 
Reporting (2010) (hereafter the Framework), financial information is regarded as 
decision useful if it qualifies as being relevant and faithfully represented. Relevant 
financial information is capable of making a difference in the decisions made by users 
by demonstrating its predictive value, confirmatory value or both.
‘Financial information has predictive value if  it can be used as an input to 
processes employed by users to predict future outcomes.' (Cf. IASB 2010,
QC8)
‘Financial information has confirmatory value if it provides feedback about 
previous evaluations. ’ (Cf. IASB 2010, QC9)
For financial information to be represented in a faithful manner, it should be complete, 
neutral and free from error.3 The Framework further specifies four enhancing qualitative 
characteristics: comparability, verifiability, timeliness, and understandability.4 The 
information provided in financial statements is more useful if it is comparable to similar 
information of the business entity for previous periods, as well as comparable to 
information provided by different entities.5 Verifiable information enables the users 
directly or indirectly to verify its authenticity.6 Financial information is timely if it has 
an impact on the decision-making based in the point of time it is provided. 7 
Understandability refers to users being able to understand the essentials of the clearly 
and concisely presented information, having reasonable knowledge of business and 
economic activities.8
However, in the academic literature, ‘an accounting amount is defined as value-relevant 
if it has a predicted association with equity market values’ (Barth et al., 2001, p. 79). In 
other words, researchers define value relevance based on the correlation between 
accounting amount and the market value of equity. Yet this definition of value 
relevance is not a stated criterion in the Framework; it rather represents one approach to
3 Cf. IASB (2010), QC12.
4 Cf. IASB (2010), QC4.
5 Cf. IASB (2010), QC20 -  25.
6 C f IASB (2010), QC26 -  28.
7 Cf. IASB (2010), QC29.
8 C f IASB (2010), QC30 -  32.
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operationalisation of the IASB criteria of relevance and faithful representation. 
Therefore, the variation between the definition of value relevance in the Framework and 
academic research suggests that ‘accounting information can be value-relevant 
[according to association tests], but not decision useful [based on the IASB criteria] if it 
is superseded by more timely information’ (Barth et al., 2001, p. 80).
2.1.3 Market efficiency
The concept of market efficiency serves as an important theoretical basis for the 
empirical analysis carried out in Cl value relevance research. The proposition of a 
certain level of market efficiency is the basis for the empirical analysis. Moreover, the 
informational efficiency of capital market is a requirement for reliability of value 
relevance tests, and is also of prime importance in verifying the development of 
financial markets in a country that has transformed from a centrally-planned economy 
to a free market system (Dobija and Klimczak, 2010, p. 366). According to the efficient 
market hypothesis, share prices fully reflect all available capital market information 
(Fama, 1991, p. 1575). Most studies on Cl value relevance are silent about market 
efficiency and appear to make inferences based on the assumption that the stock market 
is efficient in the semi-strong form (Aboody et al., 2002, p. 966). However, the 
empirical evidence suggests that the market may not be completely efficient in 
processing the public information. This is often stated as a limitation to the inferences 
that can be made from the value relevance analyses.
Although the research into market efficiency of emerging economies provides evidence 
that the degree of market efficiency is country-specific (Dobija and Klimczak, 2010, p. 
366), it is not the objective of this study to perform the tests of market efficiency in 
Slovakia. In our study, it is assumed that semi-strong market efficiency holds, and that 
all publicly available information is incorporated in the market values.
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The following section reviews the existing literature on Cl value relevance in the US 
and the EU.
2.2 Literature on the value relevance of comprehensive income
The existing research addressing the Cl value relevance adopts an investor perspective, 
in which a valuation approach is employed to examine the degree of value relevance. As 
investors are primarily interested in information that facilitates the assessment of the 
value of a firm, the value-relevant accounting information becomes a key input in an 
informed investment choice (Barth, 2000, p. 10). Consequently, these studies analyse 
the statistical relationship between the market data and different accounting measures to 
provide evidence on the usefulness of accounting amounts for investors’ decision­
making processes, for the standard setters, the users of the financial statements and the 
research community. However, the studies carried out so far have provided mixed 
results.
2.2.1 Cl value relevance studies in the US
The study by Cheng et al. (1993) examines the usefulness of three income definitions -  
operating income, net income and Cl, in explaining the abnormal returns on a sample of 
922 US firms between 1972 and 1989. This study is motivated by the confusion 
regarding the definition of earnings. At the time, under existing US accounting rules, 
earnings was defined as net income that in addition to operating income also included 
non-operating gains and losses, extraordinary items and items associated with 
discontinued operations. Although Cl was not a reporting requirement, it had started to 
gain recognition predominantly in response to AIMR Report (1993). Due to the lack of 
consensus as to how much significance should be attached to gains/losses included in 
net income but not in operating income, and because investors typically redefine
earnings based on net income by excluding extraordinary items, Cheng et al. (1993) 
hypothesize that operating income should be more useful than net income in explaining 
residual security returns.
By testing the relative and incremental information content9 of the three earnings 
definitions, Cheng et al. (1993) conclude that net income is the most useful definition in 
explaining residual returns, followed by operating income and CL Cheng et al. (1993, p. 
202) suggest that ‘items between net income and operating income are found to have 
the incremental information content because they have been part of net income for quite 
some time [and] if Cl is ever adopted, it too would appear relevant to investors over 
time’.
The following study by Dhaliwal et al. (1999) is motivated by the issuance of Statement 
of Financial Accounting Standard No. 130 (SFAS 130) in 1997 which requires 
reporting of Cl in one of the primary financial statements: (1) a statement of income, (2) 
a separate statement of comprehensive income or (3) a statement of changes in equity. 
SFAS 130 defines Cl as net income adjusted for items of OCI10.
In addition to net income and Cl11 evaluated by Cheng et al. (1993), Dhaliwal et al. 
(1999) assess how strongly comprehensive income as defined by SFAS 130 (CI130) is 
associated with returns in the years 1994 and 1995. They also extend the value 
relevance analysis by introducing a valuation perspective in which the association 
between stock prices and earnings is examined. The findings provide no clear evidence 
that both CI130 and Cl are more strongly associated with stock returns and stock prices 
than net income. In the incremental value relevance analysis, Dhaliwal et al. (1999, p.
9 Information content represents the statistical association between accounting amounts and equity 
returns.
10 At the time, under SFAS 130, the three items included in OCI were: (1) change in unrealised gains and 
losses on marketable securities, (2) change in the cumulative foreign currency translation adjustment, and 
(3) change in additional minimum pension liability in excess o f unrecognised prior service costs.
11 Cheng et al. (1993) examine Cl defined in accordance with clean surplus accounting practice, as the 
change in net assets during the reporting period from non-owner sources.
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64) examine the value relevance of OCI individual items, and provide evidence that ‘the 
marketable securities adjustment is the only component that improves the association 
between net income and returns’.
The results have the following implications. First, they do not support the claim that 
income measured on a comprehensive basis is a better measure of firm performance 
than net income. Secondly, with the exception of the marketable securities adjustment, 
the components of OCI do not provide value-relevant information and only add noise 
into Cl figure. These results suggest that FASB should re-examine the requirement to 
include these components in CI.
A key characteristic of the research design in Dhaliwal et al. (1999) is the use of as-if 
data for CI and OCI items. The as-if estimation technique constructs an ex-ante measure 
of CI and OCI prior to the implementation of relevant standard prescribing explicit 
CI/OCI presentation.
The following study by Chambers et al. (2007) is motivated by the inconsistency 
between the findings in Dhaliwal et al. (1999) and the presumption that OCI should be 
valued by investors based on the valuation theory. Chambers et al. (2007) hypothesize 
that because OCI elements consist of transitory income, according to the theory 
developed by Ohlson (1999), they are a component of book value and as such affect 
value dollar-for-dollar. In other words, by causing a direct change in shareholder’s 
wealth, one dollar of OCI should result in one dollar of return. Thus, Chambers et al. 
(2007) predict that OCI should be associated with market value on a dollar-for-dollar 
basis only. Chambers et al. (2007, p. 558) state that opposing results in previous 
research are affected by the use of data from the period prior to implementation of CI 
reporting that may be subject of significant measurement error. Therefore, the research
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design in Chambers et al. (2007) relies on as-reported data defined as data explicitly 
stated and hand-collected from audited financial statements.
Chambers et al. (2007) examine the valuation role of OCI on the sample S&P 500 
companies in two time periods: (1) before the adoption of SFAS 130 (1994-1997), and
(2) after the adoption of SFAS 130 (1998-2003). They find that OCI is priced on a 
dollar-for-dollar basis in the post-SFAS period. In the analysis of individual OCI 
elements, they find that unrealised gains and losses on marketable securities, and 
foreign currency translation adjustments are also priced positively. These results support 
the assumption that the as-if technique could introduce an estimation error into CI/OCI 
numbers.
In addition, Chambers et al. (2007) assess the effect of OCI reporting location on 
pricing. Prior empirical evidence suggests that clear reporting of OCI in the statement of 
income improves pricing decisions of the financial statements users (Maines and 
McDaniel, 2000; Hirst and Hopkins, 1998). However, Chambers et al. (2007) find that 
investors pay greater attention to OCI information reported in the statement of changes 
in equity, rather than a statement of income12. They suggest that this could be attributed 
to investors being more familiar with the predominant reporting location in the period 
prior to the adoption of SFAS 13013 (Chambers et al., 2007, p. 558).
2.2.2 CI value relevance studies in the EU
In response to the mandatory reporting of CI in the US, O’Hanlon and Pope (1999) 
examine the value relevance of dirty surplus accounting flows under UK GAAP 
(generally accepted accounting principles) on sample of 158 UK companies over the
12 SFAS 130 states a preference for OCI reporting in a statement o f income.
13 Prior to adoption o f SFAS 130, the elements o f OCI were reported in the statement o f changes in 
equity.
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20-year period 1972 to 1992. This study is motivated by misgivings about dirty surplus 
accounting practice. Since dirty surplus flows are reported as direct adjustment in the 
shareholders’ equity, ‘they may not always be reported as readily identifiable flows in 
published financial statements’ (O’Hanlon and Pope, 1999, p. 460) and thus reduce 
transparency of reported earnings (Reither and Smith, 1996, p. 19). O’Hanlon and Pope 
(1999) test the explanatory power of ordinary profit and four dirty surplus items 
(goodwill write-offs, revaluation adjustments, foreign currency translations and 
extraordinary items) in terms of cumulative stock returns over the short-term (1-, 2- and 
5-year) and long-term (10- and 20-year) intervals. They provide evidence that ordinary 
profit reported under dirty surplus UK GAAP is value-relevant on the basis of both 
short- and long-term intervals. However, with the exception of extraordinary items, the 
aggregate UK dirty surplus does not include value-relevant information that would 
improve statistical association between stock returns and ordinary profit. At the time, 
these results allayed ‘concerns that, by allowing value-relevant flows to bypass reported 
earnings, dirty surplus accounting practices promote undesirable creative accounting 
activity by UK firms’ (O’Hanlon and Pope, 1999, p. 459).
Since January 2005, all European listed entities have been required to prepare 
consolidated financial statements in accordance with IFRS standards.14 In 2007, IASB 
issued a revision of International Accounting Standard No. 1 (IAS 1) requiring business 
entities to present CI either in a separate statement entitled Statement of comprehensive 
income or as an extension of existing Statement of income for all annual periods 
beginning on or after 1 January 2009. Following these two major steps towards 
harmonisation of financial statements and reporting CI in the EU, research has shifted to
14 The EU Regulation No. 1606/2002 of the European Parliament and o f the Council o f 19 July 2002 
established that all publicly traded community companies would have to prepare their consolidated 
financial statements in accordance with IFRS, at the latest by 2005.
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examination of CI value relevance using a broader sample of EU countries following 
the IFRS standards.
The study by Goncharov and Hodgson (2011) is primarily motivated by the IASB 
discussion paper, Preliminary Views on Financial Statement Presentation (IASB, 2008), 
in which several issues regarding income determinations are raised. First, should 
income be presented as a single aggregated figure? Secondly, should income 
conceptually include both realised and unrealised changes in fair value? Thirdly, how 
should CI items be allocated to enhance the prediction of future cash flows?
Goncharov and Hodgson (2011, p. 55) investigate the usefulness of net income, CI and 
three items of OCI15 ‘by assessing information, valuation and prediction effects on the 
general investors, as well as the impact on financial analysts’ forecasts and debt­
holders’ on a sample of 16 EU countries from 1991 to 2005. The time period selected 
does not allow a research design to use as-reported numbers and thus Goncharov and 
Hodgson (2011) assess value relevance based on as-if measures for CI and OCI. 
According to information and valuation perspective using pooled analysis, reporting of 
one aggregate CI figure does provide greater value relevance. However, if aggregate 
OCI is separately added to net income, it improves the level of value relevance. In 
information perspective (association between earnings and share returns), this can be 
attributed to unrealised gains and losses on securities held-for-sale, whereas in valuation 
perspective (association between earnings and share prices), this cannot be traced to any 
individual OCI component. The power of net income to predict future cash flows is 
superior to that of CI, which suggests that ‘net income is a better measure of a firm’s 
performance from a general investor’s perspective’ (Goncharov and Hodgson, 2011, p. 
44).
15 The three components o f OCI include: (1) unrealized held-for-sale security gains and losses, (2) change 
in foreign currency translation adjustments and (3) change in revaluation reserve.
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Because accounting rules and business culture substantially vary across EU countries, 
Goncharov and Hodgson (2011) further analyses whether CI, along with its 
components, is more useful in some countries than others. They confirm that net income 
is more value-relevant than CI in the majority of EU countries (11 out of 16). 
Goncharov and Hodgson (2011) further extend the analysis and assess the effect of 
financial reporting frameworks (IFRS, local GAAP and US GAAP) on the level of 
value relevance. They provide evidence that incremental OCI is value-relevant but CI is 
not in IFRS and local GAAP subsamples. However, findings for subsample of US 
GAAP are consistent with the results of Dhaliwal et al. (1999).
In conclusion, Goncharov and Hodgson (2011, p. 27) indicate that ‘results consistently 
support the retention of net income as a general decision-relevant metric’. However, 
results suggest that OCI elements should be presented in disaggregated manner based 
on unrealised nature of gains and losses. ‘This approach supports the boards’ reasoning 
that aims for an approach that will allow users to educate themselves and become 
familiar with the notion of aggregated CI, while still retaining the touchstone of net 
income’ (Goncharov and Hodgson, 2011, p. 56).
A recent study by Mechelli and Cimini (2014) investigated the relative and the 
incremental value relevance of net income, OCI and CI on the sample of 15 EU 
countries after the mandatory adoption of IFRS standards. Mechelli and Cimini (2014) 
hypothesize that net income should be more value-relevant than CI due to the nature of 
the OCI components, which are primarily gains and losses arising from a random walk. 
However, they suggest that consistent with Ohlson’s (1999) analysis of transitory 
earnings, OCI elements should be value-relevant when added separately to net income. 
They confirm that net income is relatively more value-relevant than CI in information 
and valuation analysis, and that aggregate OCI provides value-relevant information 
once added to net income.
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In addition, Mechelli and Cimini (2014) examine the change in OCI value relevance by 
comparing two periods: (1) pre-IAS 1-revised period (2006-2008), and (2) post-LAS 1- 
revised period (2009-2011)16. This analysis provides evidence on whether the location 
of OCI reporting changed its value relevance. They state that since the IAS 1 (revised) 
only changed the OCI reporting location and not the information already recognised in 
accounting amounts, ‘it is reasonable to predict that the mandatory issuance of a 
statement of comprehensive income should not have significantly affected the value 
relevance of Cl and OCI’ (Mechelli and Cimini, 2014, p. 65). The results confirm that 
the change in reporting location did not affect the OCI/CI value relevance.
In a final empirical analysis, Mechelli and Cimini (2014) test whether OCI value 
relevance differs across EU countries. Nobes and Parker (2010) suggest that both the 
scope of IFRS and business motivations can cause different accounting practices 
amongst EU countries. Based on this assumption, companies select the accounting 
options most suitable for their goals. Thus, Mechelli and Cimini (2014) conduct the 
analysis based on the countries’ characteristics, such as the source of hinds (equity 
versus credits) and the legal system. The results provide evidence that OCI is more 
value-relevant in countries with strong-equity characteristics and high investors’ legal 
protection. Mechelli and Cimini (2014, p. 84) state that entities in strong-equity 
countries ‘have the need to disclose relevant information to attract funds available on 
the market’.
In the following sections, we will discuss the relevant topics on Cl value relevance 
research in Slovakia. These include IFRS compliance, accounting environment and 
comparison of IFRS and Slovakian Accounting Regulations (SAR).
16 Albeit the selection of post-IAS 1 revised period allowed for the collection of actual data, Mechelli and 
Cimini (2014) compute OCI in accordance with Ohlson’s (1999) clean surplus formula. Therefore, this 
study is classified as as-if investigation of OCI value relevance.
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2.3 IFRS compliance in Slovakia
Since January 2005, all companies with their securities traded at regulated EU markets 
are required to prepare their consolidated financial statements according to IFRS. 
Slovakia used the option under EU Regulation and additionally requires all non- 
publicly traded companies to adopt IFRS at the consolidated level, and all public 
interest entities17 to adopt IFRS for both consolidated and individual accounts. Guggiola 
(2010, p. 100) suggests that the extensive IFRS adoption results from ‘the existence of 
scarcely sophisticated local GAAP and the need for improving the quality of financial 
data’ largely apparent amongst former communist countries. Despite this requirement, 
we observe that the majority of Slovakian listed entities do not follow this regulation, 
and continue to use local GAAP when preparing consolidated financial statements or 
they simply do not publish consolidated financial statements. The following paragraphs 
discuss potential reasons for this observation.
Following the peaceful dissolution of Czechoslovakia in 1993, the necessity for a new 
accounting act became evident. The first Accounting Act had largely been influenced by 
German and French accounting models, as they both have a basis in standardised chart 
of accounts (also previously used in Czechoslovakia during communist era), and 
maintain a close link between accounting and taxation. In addition, these accounting 
systems are also more creditor- than investor-oriented due to the traditional structure of 
their financial markets (De Beelde et al., 2001, p. 349). Creditor-oriented accounting 
systems better serve the interests of creditors and insiders of the company, rather 
providing relevant information to potential investors.
17 Public interest entities are defined as banks and branches o f foreign banks; export-import Bank o f  
Slovak Republic; insurance companies and branches of foreign insurance companies except health 
insurance companies; the Stock Exchange; Office o f Slovak Auditors; the Slovak Railroads, reinsurance 
companies; asset management companies; and those companies that meet at least two o f  the following 
criteria in two consecutive years: total assets more than €165,969,594; net turnover more than 
€165,969,594; and average number o f employees more than 2,000.
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Such model was quite appealing because of the importance of state-controlled industries 
in Slovakia and rather non-existent public capital market at the time. This model served 
the purpose, as trade credits and bank loan financing had been almost the exclusive 
source of funds for local corporates. Nowadays, despite increasing internationalisation 
of capital markets and globalisation of business activities, foreign direct investments in 
Slovakia remain in negative figures (UNCTAD, 2016)18 and the majority of listed 
entities are characterised by heavily concentrated shareholdings with owners often 
involved in management. Moreover, the market capitalisation is less than 5% of Slovak 
GDP, compared to almost 20% in the Czech Republic and almost 40% in Poland 
(World Bank, 2016). In addition, the coexistence of two different accounting systems 
(Slovak GAAP and IFRS) reduces the ability to compare the performance of companies 
among different countries and within each country, as well as between listed and non­
listed entities. This results in ‘the inefficiency of a status quo in which listed companies 
must comply both with IFRS at consolidated level, and local GAAP when preparing 
individual accounts’ (Guggiola, 2010, p. 102).
Consequently, the costs of preparing financial statements in two different accounting 
systems, the governmental fiscal reliance on accounting figures prepared under Slovak 
GAAP, and the traits of Slovakian capital market could have resulted in a situation 
where management does not feel the necessity to prepare IFRS consolidated financial 
statements. Although European Securities and Markets Authority ensures that the IFRS 
legal enforcement is in place at a national level by designating a competent authority19, 
the IFRS non-compliance does not only manifest itself in Slovakia. The study by 
Pownall and Wieczynska (2012) find that the incidence of non-IFRS consolidated
18 According to UNCTAD (2016) Slovakia reported foreign inward flow as -604 in 2013 and -311 in 
2014 in million USD.
19 In Slovakia, it is the National Bank of Slovakia that is responsible for IFRS enforcement in public 
listed entities.
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financial statements was still in excess of 42% in 2009 using the sample of EU listed 
entities.
2.4 Comparison of IFRS and the Slovakian Accounting Regulations 
(SAR)
Table 2.1 summarises the most important differences between IFRS and SAR.
The recognition and measurement regulations for the assets, construction contracts and 
leasing predict greater value relevance under IFRS. Hellstrom (2006, p. 333) suggests 
that the rule of ‘substance over form’ applied in IFRS accounting ‘can generally be 
assumed to promote value relevance since accounting under such circumstances better 
reflects the underlying economic events and thus give more appropriate information 
about the company’s activities’.
Although we predict the value relevance of accounting information to be lower under 
SAR than IFRS, the improvements in the institutional and accounting environment 
could increase the value relevance over time.
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2.5 Value relevance of accounting information in Slovakia
Fasan et al. (2014) conducted a research on value relevance of OCI across 15 EU 
countries, including three post-communist countries20 for the time period 1995-2010. 
They examine the change in OCI value relevance as a result of two events: (1) the 
adoption of IFRS in the EU in 2005, and (2) the revision of IAS 1 effective from 2009. 
Fasan et al. (2014, p. 20) hypothesize that the IFRS adoption in the EU resulted in 
greater OCI value relevance since IFRS standards fulfil the investors’ expectation of 
improved disclosure quality. They also propose that OCI value relevance increased 
following the revision of IAS 1 based on the results of experimental research by Hirst 
and Hopkins (1998) and Maines and McDaniel (2000). These studies provide evidence 
that the reporting location of accounting measures plays a role in investors’ decision­
making processes. According to Hirst and Hopkins (1998, p. 57) ‘research in 
psychology suggests that information will not be used unless it is both available and 
readily processable (clear)’.
Fasan et al. (2014) confirm that, as a consequence of both events, the OCI value 
relevance increased; however, there are some major limitations to the study. First, Fasan 
et al. (2014, p. 3 0 - 3 1 )  indicate ‘the probable presence of a strong downward bias 
during our sample time period [that] stem[s] from the global financial crisis and the 
European sovereign debt crisis that affected the European stock markets in the 2009- 
2011 period’. Secondly, the research design relies on the Ohlson clean surplus formula 
to estimate the OCI data, which confirms that this is an as-if investigation on OCI value 
relevance. Thirdly, Fasan et al. (2014, p. 22) rely only on the association between 
returns and earnings to guide the evaluation of OCI value relevance. Lastly, they do not
20 Czech Republic, Poland and Hungary
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perform the country-level analysis and thus it is impossible to draw any conclusion on 
OCI value relevance for individual EU countries.
As stated in section 2.1.3, ‘the informational efficiency of financial markets is a 
requirement for reliability of value relevance tests’ (Dobija and Klimczak, 2010, p. 
366). However, transition economies exhibit low value relevance because of the poor 
quality of their accounting information. As the transition process in Slovakia was 
completed by 2000, an increase in both the quality of accounting information and its 
value relevance over time can be expected. The study by Hellstrom (2006) investigates 
the validity of the value relevance methodology in the transitional economy of the 
Czech Republic during the period 1994 to 2001. The objective of the study is to 
compare the actual results and predicted results of the value relevance of accounting 
information based on two key assumptions: (1) the value relevance increases over time 
as a result of the progress in transition, and (2) the value relevance of accounting 
information is lower in a transitional economy than in a well-developed market 
economy (Hellstrom, 2006, p. 325). The results provide supportive evidence of the 
validity of the value relevance methodology in the transitional economy. According to 
Hellstrom (2006, p. 346), ‘the critique of the appropriateness of the value relevance 
research in less-developed capital markets does not seem to be completely justified’. 
Value relevance researchers have become increasingly aware that the value relevance of 
accounting information is not based only on accounting regulation but it is also 
impacted by a number of factors external to the accounting environment. Hellstrom 
(2006, p. 329) specify five factors that influence a degree of and changes in value 
relevance of accounting information: (1) development of accounting regulation, (2) 
control mechanisms, (3) business climate, (4) internationalisation and business cycle, 
and (5) economic development and industry structure. The following two sections 
discuss these aspects in Slovakia.
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2.5.1 Development of accounting regulation
Slovakia began its economic transition in 1989. Over the past 30 years, Slovakia carried 
out privatisation programmes, established a stock market, and joined European Union. 
However, rapid economic transition provided little time for accounting regulation to 
evolve from initial fiscal reporting function to a relevant source of information for 
investors. The first Accounting Act effective in Slovakia21 was based on the principle of 
providing information to company managers to enable them to make financial decisions 
(De Beelde et al., 2001, p. 349). This Accounting Act maintained a close link between 
accounting and taxation.
In order to join the EU, Slovakia was obliged to implement a number of European 
directives22. The Securities Act 200123 required all listed entities to present annual 
financial statements in accordance with IFRS in addition to the requirement on statutory 
financial reporting based on local accounting rules. However, as there was no 
enforcement mechanism in place at that time, listed companies generally ignored this 
requirement and followed the accounting rules set by the Ministry of Finance (Bialek- 
Jaworska and Tusan, 2014, p. 47). As the World Bank Report (2001, p. 2) states, ‘it 
appears from the legislative requirements that the main purpose of accounting and 
financial reporting [in Slovakia] is to facilitate computation of taxable profit rather than 
to meet the information needs of investment decision makers and various other 
stakeholders.’
The focus of the new Accounting Act of 200224 was the international harmonisation of 
accounting as a requirement for global economic development. The new aspects that
21 Act 563/1991 o f Accounting.
22 Slovakia adopted EU directives in two stages: (1) the Fourth and Eighth Directive by December 1999, 
and (2) Seventh directive by June 2000.
23 Act on Securities and Investment Services 566/2001.
24 The Accounting Act 431/2002 came into force on 1 January 2003.
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were introduced included true and fair override, fair valuation, derivative instruments 
and hedge accounting. The following integration of IFRS into the accounting legislation 
allowed comparable accounting information for applying sound economic decisions.
2.6 Hypotheses development
Goncharov and Hodgson (2011) and Mechelli and Cimini (2014) provide evidence that 
net income, is more value-relevant than CL Furthermore, Mechelli and Cimini (2014) 
find that net income is significantly more value-relevant in countries with low investors’ 
legal protection and low equity financing. In addition, Goncharov and Hodgson (2011) 
provide evidence that net income is significantly more value-relevant in a subsample of 
companies following EU-country-specific GAAP or IFRS. These findings support the 
hypotheses that PL should be more value-relevant than Cl in both groups of companies, 
following IFRS and SAR.
Therefore, we propose the following hypotheses:
Hypothesis 1: In financial statements of Slovakian listed entities prepared according to 
IFRS, profit or loss should be more value-relevant than comprehensive income. 
Hypothesis 2: In financial statements of Slovakian listed entities prepared according to 
SAR, profit or loss should be more value-relevant than comprehensive income.
Goncharov and Hodgson (2011) and Fasan et al. (2014) provide evidence that aggregate 
OCI provides value-relevant information when added separately to net income. As both 
of these studies use as-if numbers to examine the OCI value relevance, these findings 
support the assumption that OCI not reported explicitly in the statement of 
comprehensive income is value-relevant when added to net income.
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Therefore, we propose the following hypothesis:
Hypothesis 3: The OCI recognised in financial statements of Slovakian listed entities, 
prepared according to SAR, provides value-relevant information in addition to those 
disclosed in profit or loss and book value.
In addition, Mechelli and Cimini (2014) compare the OCI value relevance in pre- and 
post-IAS 1-revised period, and find that the value relevance increased as a result of OCI 
reporting in the statement of comprehensive income. This result supports the 
assumption that aggregate OCI reported explicitly in the statement of comprehensive 
income provides additional value-relevant information.
Therefore, we propose the following hypothesis:
Hypothesis 4: The OCI recognised in financial statements of Slovakian listed entities, 
prepared according to IFRS, provides value-relevant information in addition to those 
disclosed in profit or loss and book value.
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3 Methods of data collection
The purpose of this chapter is to describe and justify the methodology chosen to answer 
the research questions, provide rationale for the data selected, explain the issues 
deriving from the data collection technique, and describe the data sources.
3.1 Ontology and epistemology underlying this study
Merton (1967, p. 140) defines methodology as ‘the logic of scientific procedure’. This 
logic encompasses the philosophical assumptions about the phenomena examined and 
about the basis on which and the way in which the knowledge claims are supported. 
According to Easterby-Smith et al. (2002, p. 60), there are two main philosophical 
traditions in business and management research: positivism and social constructivism. 
The key difference between the two is embedded in the way in which the social world is 
viewed. The positivist approach assumes that the social world exists externally and its 
properties should be measured through objective methods, whilst the idea of social 
constructionism is that the social world is not external, reality is socially constructed 
and given meaning by people (Easterby-Smith et al., 2002, p. 63). A positivist research 
‘claims to provide reliable and empirically sustainable answers to questions that policy­
makers regard to be important’ (Ryan et al., 2009, p. 8). In contrast, social 
constructionism emphasizes ‘interpretation’ rather than ‘prediction’ and ‘no appeal is 
made to the use of statistical or other formal methods’ (Ryan et al., 2009, p. 8).
This study is based on the positivist approach, which is the mainstream research 
methodology in the field of accounting and finance. By adopting a positivist philosophy 
to answer the research questions, the researcher assumes that social reality exists as 
meaningful entities independent of consciousness and experience, and that a scientific
approach can attain the objective truth and meaning about these entities. Moreover, by
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adopting a positivist stance, the researcher maintains a neutral position so that the facts 
can be discovered independently of people’s behaviour. One characteristic that is 
common in all the research questions outlined in Chapter 1 is that these questions entail 
a measurement of income. The nature of these observable data makes the positivist 
methodology and quantitative methods more suitable to answer the research questions 
in comparison to a qualitative approach.
The theoretical framework depicted in Figure 3.1 shows that academic research explains 
the value relevance of accounting information based on the statistical association 
between accounting amounts and market value of equity. Thus, it implements a 
positivist approach and emphasizes scientific methods to attain empirically testable 
results. This is in contrast to the Framework that defines value relevance in terms of 
decision usefulness using qualitative characteristics of financial statements, both 
fundamental and enhancing. The social constructivist philosophy would have been more 
suited to assess the value relevance as defined by the Framework. Research design 
based on social constructivism philosophy would pay close attention to exploration of 
investors’ behaviour with regards to the qualitative characteristics of financial 
statements, how they facilitate the decision-making process, and how they influence 
investors’ individual valuation analysis. Therefore, the social constructivism approach 
would demand to understand investors’ individual attributes (behaviour, understanding, 
presumptions), and the way in which investors understand each other’s attributes. 
Consequently, this type of methodology would certainly introduce subjectivity into the 
research findings, as the inferences about investors’ characteristics would be a result of 
researcher personal experience and insight. It would therefore be impossible to verify 
the procedure and the findings, and only offer an alternative interpretation on the data 
collected.
31
Figure 3.1: Theoretical framework of value relevance research
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Source: Compiled by the author.
Figure 3.1 depicts the theoretical framework employed in this study to examine the Cl 
value relevance in Slovakia.
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3.2 Data
The philosophy of positivism adheres to the view that only factual knowledge gained 
through observation is trustworthy. By selecting a positivist stance, quantifiable 
observations will form the data set of this study. When collecting the data in positivist 
studies, the researcher maintains an independent position so that s/he does not interact 
with the research participants and the data itself.
In the view of fundamental analysis, investors rely upon financial statement information 
to determine the intrinsic value of a stock. As the research questions attempt to 
determine what accounting figure has greater association with the market value of 
equity, the research design requires two sets of data: (1) accounting data, and (2) stock 
market data.
3.2.1 Availability of data
The data collected for this study is publicly available on the financial databases that can 
be assessed over the Internet. According to the Fourth EU Company Law Directive, 
every EU company with limited liability, regardless of whether it is public or private, is 
required to publish annual accounts, an annual report, and the opinion of the person 
responsible for auditing the accounts in the central register, commercial register, or 
companies register in the Member State of its corporation (Council Directive 
2009/101/EC art. 2). Therefore, this study uses secondary data already published on 
public domains and does not involve human participants. Moreover, in accordance with 
the Open University regulations, this study was issued an ethics approval by Human 
Research Ethics Committee on 14 June 2016 (Appendix B).
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3.2.2 Data sources
The data was collected from five sources: (1) FinStat database25, private database 
providing financial reports, financial statements and other information on all Slovakian 
companies registered at Commercial Register; (2) Central Register of Regulated 
Information26, public database of National Bank of Slovakia providing regulated 
information on issuers whose securities are admitted to trading on a regulated market 
according to the Stock Exchange Act No. 429/2002 and Act No. 566/2001 on Securities 
and Investment Services; (3) Bratislava Stock Exchange27 providing comprehensive 
summaries on stock market data; (4) Amadeus database; and (5) Thomson One 
database. The key issue with the collection of the data was a non-existence of Cl data 
for Slovakian entities on financial databases. Therefore, all accounting data was hand- 
collected from annual financial reports published on FinStat database and Central 
Register of Regulated Information.
As explained in Chapter 2, the majority of Slovakian public listed companies do not 
comply with IFRS when preparing their consolidated financial statements. Therefore, 
this study adopts a comparative design, in which we investigate a difference in Cl value 
relevance between the companies reporting in line with IFRS, and companies reporting 
in accordance with SAR.
25 Available at: http://www.finstat.sk.
26 Available at: https://ceri.nbs.sk/index.
27 Available at: http://www.bsse.sk/bcpben/MainPage/tabid/104/language/en-US/Default.aspx.
34
4 Collecting and analysing the data
As a continuation to the previous discussion, this chapter will provide a detailed 
description of the sample, time period and the data collected. Furthermore, this chapter 
will describe the methods of analysis and the rationale behind the chosen models to 
investigate the Cl value relevance in Slovakia.
4.1 Sample companies
The sample consists of public Slovakian companies listed on the Bratislava Stock 
Exchange (BSSE) in Slovakia in January 2016. Depending upon which accounting 
standards these entities follow to prepare consolidated financial statements, two sets of 
companies are formed: (1) companies following IFRS, and (2) companies following 
SAR (see Appendix C). In total, there are 92 companies listed on Bratislava Stock 
Exchange. Due to the unavailability of financial reports, and the exclusion of financial 
entities and companies in liquidation, the final sample contains 46 companies; of these 
10 follow IFRS and 36 follow SAR.
4.1.1 Outliers
Firm-year observations with an absolute Z-standard score of greater than 3.29 were 
excluded from the sample of all companies only. The procedure of excluding outliers 
resulted in further diminution of the observations, particularly amongst IFRS 
companies. However, these outliers were not excluded when the analysis was performed 
for IFRS and SAR separately, as they did not meet the exclusion condition within its 
subgroup.
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Table 4.1 shows the process of sample reduction, reasoning and the number of 
companies involved. Table 4.2 shows the company classification by GICS28 sectors and 
industries. Additionally, total assets for each industry in 2014 stated in thousands of 
euros is provided.
Table 4.1: Process o f sample reduction
Number of 
companies
Subtotal
Bratislava Stock Exchange 92 92
Bankruptcy 1 91
In liquidation 3 88
Non-trading 2 86
Unavailability of accounting data 17 69
Unavailability of market data 23 46
Final sample size 46
Source: Compiled by the author.
Table 4.1 shows the reason and number of companies involved in the reduction of the 
sample.
28 The Global Industry Classification Standard (GICS) is an industry taxonomy developed in 1999 by 
MSCI and Standard & Poor’s for use by the global financial community.
Table 4.2: Sample companies by GICS sector and industry, and total assets
Sector Industry Sample size 
(%)
Total Assets 
(thousand EUR in 
2014)
Energy Oil, gas & consumable fuels 1(2) 2,184,582
Materials Chemicals 2(4) 54,673
Construction materials 2(4) 390,605
Metals & mining 1(2) 2,501
Paper & forest products 1(2) 2,996
Industrials Construction & engineering 9(17) 173,337
Machinery 1(2) 8,954
Commercial services & supplies 9(13) 165,082
Consumer Auto components 1(4) 15,310
discretionary Hotel, restaurants & leisure 5(11) 766,634
Diversified consumer services 1(2) 7,995
Multiline retail 1(2) 2,600
Consumer Food products 2(4) 73,726
staples Household products 1(2) 47,357
Health care Biotechnology 1(2) 10,151
Pharmaceuticals 2(4) 211,437
Financials Real estate 5(9) 23,403
Information IT Services 1(2) 128,345
technology
Total 46 (100%) 4,269,688
Source: Compiled by the author.
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4.2 Time period
The time period chosen for this study spans from 2012 until 2014 inclusive. This period 
was selected as it is most recent at the commencement of this study. It may also not be 
suitable to further extend the period into the past as Fasan et al. (2014, p. 30-31) 
indicate ‘the probable presence of a strong downward bias during [the] time period 
[2009-2011] [that] stem[s] from the global financial crisis and the European sovereign 
debt crisis that affected the European stock markets’.
4.3 Dependent variables
The following two dependent variables represent the stock market data collected for this 
study.
4.3.1 Share price (Price)
Used as a dependent variable in the price-levels model, share price of firm’s equity is 
the market price per share three months after the end of the fiscal year29. It was 
collected from three sources in the following order of priority: (1) Amadeus database, 
(2) Thomson One database, and (3) Bratislava Stock Exchange website.
4.3.2 Stock return (Ret)
Used as a dependent variable in the return model, stock return represents actual return 
measured over 12 months period ending three months after the end of the fiscal year. 
Stock return has been calculated as follows: Reti = (Pi -  Po)/Po, where Pi is the price
29 The end of the fiscal year is the end o f the calendar year (31st December) except for two companies: 
Best Hotel Properties, a. s. and Progres, a. s.
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per share at the end of the period and Po is the price per share at the beginning of the 
period.
4.4 Independent variables
The following six independent variables (PL, Reval, Forex, Unreal, OCI, Cl) represent 
the accounting data collected for this study. The accounting variables were hand- 
collected from the financial statements published on two sources that we referred to in 
the following order of priority: (1) FinStat database and (2) Central Register of 
Regulated Information.
If a company followed IFRS, the accounting variables were explicitly stated in the 
statement of comprehensive income and thus readily available for collection. However, 
if a company followed SAR, the accounting variables had to be first 
identified/calculated using the information provided in the statement of financial 
position and the statement of income. The following paragraphs discuss the differences 
in reporting PL, OCI, and Cl between IFRS and SAR, and the way we acquired the 
accounting data for companies following SAR.
4.4.1 Profit or loss for the period (PL)
To calculate profit or loss for a period for a group of companies following SAR, we 
start with vysledok hospodarenia za uctove obdobie po zdaneni, which is the final figure 
in the statement of financial performance prepared under SAR. As this figure already 
includes the adjustment for translation of financial statements of foreign operation and 
adjustment for remeasuring available-for-sale financial assets, we subtract these two 
items to produce a comparable amount to profit or loss reported under IFRS.
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4.4.2 Changes in revaluation surplus (Reval)
Under IFRS, an entity shall choose the measurement of property, plant and equipment 
(PPE) subsequent to the initial recognition. According to IAS 16, the two options 
include: (1) the cost model, and (2) the revaluation model. The chosen accounting 
policy should be applied to an entire class of PPE (IAS 16.29). The cost model 
measures assets at costs less accumulated depreciation and impairment losses, and thus 
it does not affect the OCI. On the other hand, using the revaluation model, the asset is 
carried at revaluated amount, being its fair value at the date of the revaluation less any 
subsequent accumulated depreciation and impairment losses.
Under SAR, generally, only the cost model is allowed. However, assets are measured at 
fair value if they are acquired as a result of a contribution or purchase of a business or 
purchase of a business and assets acquired in exchange (Article 25 (le) of the Act on 
Accounting). Any gains or losses from the revaluation of these assets are then 
recognised directly in the statement of financial position under the item 414-Ocenovacie 
rozdiely zprecenenia majetku a zavazkov.
4.4.3 Gains and losses arising from translating the financial statements of a foreign 
operation (Forex)
Under IFRS, according to IAS 21, an entity can present its financial statements in any 
currency. However, if the presentation currency differs from the functional currency, 
the results and financial position of an entity must be translated into the presentation 
currency in order to prepare consolidated financial statements (IAS 21.38). IAS 21.39 
further states that assets and liabilities for each statement of financial position presented 
shall be translated at the closing rate at the date of that statement of financial position. 
Income and expenses for each statement of comprehensive income or separate income
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statement presented shall be translated at exchange rates at the dates of the transactions 
and all resulting exchange differences shall be recognised in OCI30.
Under SAR, the process of translating foreign operations is similar to IFRS; assets and 
liabilities are translated at the closing rate. Similarly, revenues and expenses are 
translated using actual rates at the date of transaction or appropriate averages. Unlike 
IFRS, SAR does not address the topic of hyperinflation. The resulting exchange 
differences are reported in the statement of income under the items 563-Kurzove straty 
(Exchange losses) and 663-Kurzove zisky (Exchange gains) according to Article 24 of 
the Accounting Procedures.
4.4.4 Gains and losses on re-measuring available-for-sale financial assets (Unreal)
Although the new IFRS 9 Financial Instruments (replacing IAS 39 requirements for 
classification and measurement, impairment, hedge accounting and de-recognition) was 
issued in July 2014, this standard is effective for annual periods beginning on or after 1 
January 2018. Therefore, we will discuss the reporting of available-for-sale financial 
assets applicable to the timing of this study.
Under IFRS, according to IAS 39, there are four categories of financial assets: (1) 
financial asset or financial liability at fair value through profit or loss, (2) held-to- 
maturity investments, (3) loans and receivables, and (4) available-for-sale financial 
assets. Available-for-sale assets are the only financial instruments that influence OCI. 
IAS 39.9 defines available-for-sale assets as ‘those non-derivative financial assets that 
are designated as available for sale or are not classified as loans and receivables, held- 
to-maturity investments or financial assets at fair value through profit or loss’ (p. 5). On 
initial recognition an asset is reported at fair value and at period-ends it is restated to
30 IAS 21.39 states that this procedure is followed if  the functional currency o f an entity is not the 
currency o f a hyperinflationary economy.
41
fair value with changes in fair value reported under OCI (Elliot and Elliot, 2013, p. 
347).
Unlike IFRS, there is no comprehensive classification of all financial assets and 
liabilities in SAR. According to Article 14 of Accounting Procedures, securities are 
classified in the following three categories: (1) held for trading, (2) debt instruments 
held to maturity, and (3) available-for-sale. The available-for-sale financial assets can 
be re-measured to a fair value, and the difference is recognised in the statement of 
income under the item 664-Vynosy z precenenia cennych papierov if the fair value is 
greater than book value, and under 564-Naklady na precenenie cennych papierov if the 
fair value is less than book value.
4.4.5 Other comprehensive income (OCI)
For a group of companies following SAR, other comprehensive income was calculated 
as a change between comprehensive income and profit or loss for a period.
4.4.6 Comprehensive income (Cl)
For a group of companies following SAR, comprehensive income was calculated 
according to Ohlson’s (1999) clean surplus formula, that is, as a change in net assets 
during a reporting period from the non-owner sources.
4.4.7 Book value (BV)
Book value was collected from the Amadeus database for all companies. Book value is 
the net asset value of a company calculated by subtracting intangible assets and 
liabilities from total assets.
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4.4.8 IFRS dummy (IFRS)
IFRS dummy variable was used to distinguish between a company preparing 
consolidated financial statements according to IFRS and a company preparing 
consolidated financial statements in line with SAR. IFRS dummy is equal to 1 if a 
company follows IFRS and 0 if a company follows SAR.
Tables 4.3, 4.4 and 4.5 report the descriptive statistics and Spearman correlations for the 
sample of public Slovakian listed companies used in the value relevance analysis.
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4.5 Analysing data
In this section, the description of the models and the rationale behind the selection will 
be discussed.
4.5.1 Choice of models
The choice of the models selected for this study originates from the study by Goncharov 
and Hodgson (2011) and the research questions outlined in Chapter 1.
Traditionally, studies investigating Cl value relevance use statistical association 
between market measures and accounting figures to assess the level of value relevance. 
Value relevance is measured as the ability of financial statement information to capture 
or summarise information that affects share values (Francis and Schipper, 1999, p. 327). 
This view assumes that the function of accounting figures is to represent the economic 
income as reflected in stock returns, and economic value as reflected in stock prices 
(Hellstrom, 2006, p. 326). In other words, value relevance of accounting information 
can be assessed through a degree of association between accounting amounts and both 
stock returns and stock prices.
There are several key reasons our research design adopts the models from Goncharov 
and Hodgson (2011). First, in comparison with Fasan et al. (2014) and O ’Hanlon and 
Pope (1999), we extend the analysis of value relevance by adding the valuation 
perspective in which the association between stock prices and accounting amounts is 
investigated. Second, we calculate Cl in accordance with clean surplus practice that is 
change in net assets from non-owner sources, whereas O’Hanlon and Pope (1999) 
compute Cl as operating profit adjusted for four dirty surplus items.
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Thirdly, in contrast with Mechelli and Cimini (2014), we allow for a lagging effect of 
three months after the end of the fiscal year when calculating the actual return31. 
Fourthly, we examine the incremental value relevance of individual OCI items, whereas 
Fasan et al. (2014) and Mechelli and Cimini (2014) only investigate the incremental 
value relevance of aggregate OCI.
The models adopted from Goncharov and Hodgson (2011) examine both the relative 
and incremental value relevance, and employ the evaluation of both information and 
valuation perspective. The key difference between value relevance studies using 
valuation and those using information perspective is that latter are interested in 
determining what is reflected in changes in value over a specific period of time, whilst 
the former are interested in determining what is reflected in firm value (Barth et al., 
2001, p. 95). In other words, examining changes in value (information perspective) is 
suitable research design when research questions involve determination of whether 
accounting amounts are timely. Therefore, by employing both perspectives, we are able 
to examine not only the value relevance but also test for a timeliness of accounting 
figures, which is one of the enhancing qualitative characteristics of useful financial 
information32.
In our regression analyses, we include additional variable IFRS that was omitted in 
Goncharov and Hodgson (2011). IFRS dummy variable allows us to draw inferences 
about the significance of the findings between IFRS and SAR companies.
31 Slovakian companies have up to three months after the end o f the fiscal year to complete their financial 
filings.
32 Cf. IASB (2010), QC4.
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4.5.2 Price-levels model
The valuation or measurement perspective is examined using a price-levels model. This 
model tests whether the accounting amount is associated with share prices. The research 
design adopted in this model is based on the theoretical work of Ohlson (1995), which 
defines the firm value as a function of a company’s book value and abnormal or residual 
income. This model focuses on the residual income relation, which provides a direct 
link between company value and accounting data (Van Cauwenberge and De Beelde 
2007, p. 12). We apply the work of Ohlson (1995) by using the following valuation 
function:
M arket capit =  a0 +  + a2PLit + v it (A)
Source: Kanagaretnam et al. (2009, p. 355)
where market capu equals the market capitalization of company i in time t defined as 
number of shares outstanding times price per share, BVu-i equals book value of equity at 
time t-1, PLu equals profit or loss for the period t and vu expresses other information 
about future abnormal earnings reflected in equity value but currently not in the 
financial statements.
To test the association between share prices and Cl, PL variable in equation (A) is 
replaced by CL Thus to investigate the relative value relevance of PL and Cl using 
price-levels model the following regression equations are estimated:
priceit =  a1 +  a2BVit_1 +  a3PLit +  a4IFRSit + elit (la)
priceit =  A  +  +  ftC /it +  PilFRSit +  e2it (lb)
Source: Goncharov and Hodgson (2011, p. 38)
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To determine whether stock prices reflect the incremental information that is disclosed 
in the aggregate OCI and its components over book value of equity and PL, we test for 
incremental value relevance using the following regression equations:
priceit =  Y i+  r 2B'/it-i +  YsPkt +  Y*OC!lt +  YsIPPSu +  £3 it ( lc)
priceit =  8± +  82BVit_1 +  83PLit + S4Revalit +  85Forexit +  S6Unrealit (Id)
+ 87IFRSit +  s4it
Source: Goncharov and Hodgson (2011, p. 38) 
where priceit is the price per share of company i three months after the end of the fiscal 
year, BVu-i is the book value of equity, PLu is profit or loss for the period, Cl it is 
comprehensive income for the period, Revalu is the change in revaluation surplus, 
Forexu are gains and losses arising from translating the financial statements of a foreign 
operation, and Unrealu are gains and losses on remeasuring available-for-sale financial 
assets for the fiscal year t deflated by the number of outstanding shares in the end of the 
period33. IFRSu is a dummy variable that is equal to 1 if a company follows IFRS and 0 
if a company follows SAR.
Although the price model is widely used in value relevance research, it suffers from two 
important econometric problems. First, the individual companies included in the sample 
may differ significantly in the levels of book value and earnings. This may that cause 
variances to fluctuate and thus may lead to heteroscedasticity34, which is a major 
concern in the application of regression analysis. Secondly, earnings and book values
33 Number o f shares outstanding was collected from Amadeus database, and represents all the shares o f  a 
company, which have been authorized, issued and purchased by investors and held by them at the end o f  
the fiscal year.
34 Heteroscedasticity refers to the situation in which the variability o f a variable is unequal across the 
range of values o f a second variable that predicts it.
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are highly correlated as book values contain previous year’s earnings (Klimczak, 2009, 
p. 9). However, both problems can be solved by the method of scaling. The methods of 
scaling do eventually lead to the use of return regression that will be discussed further in 
the next section.
4.5.3 Return model
In the second model, we use the returns regressions, in which the dependent variable is 
raw returns and independent variables are raw earnings and earnings surprises, to assess 
the degree of value relevance. The following are the regressions equations estimated:
re tit =  a± + a2PLit +  a3IFRSit + slit (2a)
re tit =  pt +  p2Clic + p3IFRSit +  em  (2b)
re tit =  n  +  YiPLit +  Y30Cht + Y^FRSit +  e3it (2c)
re tit =  8t +  82PLit +  83Revalit + 84Forexit + S5Unrealit +  86IFRSit +  s4it (2d)
Source: Goncharov and Hodgson (2011, p. 38) 
where retit equals cumulative raw stock returns measured over a year period ending 
three months after the end of fiscal year. All other variables are as previously defined 
and measured on per-share basis and scaled by lagged price per share.
4.5.4 Panel data and regression model
The panel data (Appendix D) adopted within this study contains information about 
individual behaviour across companies and over time. Therefore, the variation of 
dependent variables and regressors are considered as overall. Panel data represent 
repeated observations of multiple variables on a group of entities over a specified period 
of time forming cross-sectional time-series data set. The main advantage of using panel
54
data is that it allows for analysis of additional variation in observations across time and 
individual companies (Gunther, 2015, p. 152). This would not be possible to observe in 
cross-sectional or time-series data. Moreover, panel data allows to control for individual 
heterogeneity and dynamic effects that cannot be identified in cross-sectional analyses 
(Greene, 2003, p. 343) and to incorporate unobservable individualities in the 
econometric model.
Consistent with Goncharov and Hodgson (2011) we use pooled OLS regression. Greene 
(2003) states five major assumptions of OLS regression: (1) linear relation between 
dependent and independent variables, (2) no perfect multicollinearity, (3) 
homoscedasticity, (4) exogeneity of independent variables and (5) independence of 
observations.
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5 Interpreting the data
In this chapter, the results of the value relevance analysis using price-levels and return 
model will be presented. The findings will then be compared with the results of 
previous studies, and interpreted with regards to the research questions that were 
outlined in Chapter one. Chapter five is divided into two sections; section one interprets 
the results of the price-levels model and section two reviews the results of the return 
model.
5.1 Price-levels model results interpretation (Valuation perspective)
In this section, the results for the price-level associations of different income definitions 
and book value will be presented. We use the following regression equations outlined in 
Chapter four to test the association:
Model (la) priceit =  a± + a2PLit +  a3BVit_± + a4IFRSit +  elit
Model (lb) priceit =  f t  +  f tC f t  +  P3BVit^  +  f t ^ f t t  +  2^ it
Model (lc) priceit =  y4 + y2PUt +  y3BVit_1 + y30CIit + y4IFRSit +  s3it
Model (Id) priceit =  f t  + 82PLit + 83BVit_1 +  84Revalit +  8sForexit
+ S6Unrealit +  87lFRSit +  s4it
We start the analysis with the sample of all companies and including the IFRS dummy 
variable to find whether the results are significant for any reporting group of companies. 
Table 5.1 reports the results of the price-levels model using the sample of all 
companies.
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In line with previous studies (Mechelli and Cimini, 2014; Goncharov and Hodgson, 
2011), the coefficient for book value is positive and highly significant at 1 per cent for 
all models in price-levels regressions. Although coefficients for PL and Cl are positive, 
they are not significant at any level in all models where they are included. This initial 
observation suggests that we cannot draw any inferences about the value relevance and 
thus we decide to run the analysis of price-levels regressions separately for the group of 
IFRS and SAR companies. Thus, we omit the IFRS dummy and test the following 
regression equations for each group:
Model (2a) priceit =  a t + a2PLit + a3 B V ^  + elit
Model (2b) priceit =  f t  +  f t  Cht +  f t ^ i t - i  +  ^2 it
Model (2c) priceit =  y± + y2PLit + +  Y^OClit +  + s3it
Model (2d) priceit =  f t  +  82PLit + 83BVit_ 1 +  8ARevalit +  85Forexit
+ 8eUnrealit + e4it
Table 5.2 presents the results of the price-levels model separately for the group of 
companies following IFRS in Panel A, and the group of companies following SAR in 
Panel B.
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When we run the analysis separately, we find that SAR group of companies is 
responsible for insignificant PL coefficients in Table 5.1.
The first step of our research design is to assess the relative value relevance, in which 
we compare the value relevance of PL and CI. According to Table 5.2 Panel A, the 
coefficients for PL and CI are both positive and highly significant at 1 per cent. Using 
price-levels model, the findings presented in Table 5.2 Panel A suggest that PL is more 
value-relevant than CI for the group of IFRS companies. The coefficient for PL (1.159) 
is greater than the coefficient for CI (1.157), however the R2 in both models (2a and 2b) 
report the same value (0.686). In contrast, findings in Table 5.2 Panel B suggest that 
only CI is value-relevant in explaining stock prices. The coefficient for PL is not 
statistically significant, whereas the coefficient for CI is positive and statistically 
significant at 5 per cent. We explain this observation by the method of calculating PL 
for the group of SAR companies. In order to calculate PL using SAR financial 
statements, we had to subtract Forex and Unreal from net income reported under SAR. 
However, these accounts are not solely used for reporting OCI elements. For example, 
accounts 563-Kurzove straty (exchange losses) and 663-Kurzove zisky (exchange gains) 
are also used to report exchange differences as a result of transactions. Therefore, this 
could have introduced a measurement error into OCI elements reported under SAR.
The second step of our research design involves assessing the incremental value 
relevance in which we analyse the value relevance of aggregate OCI and the OCI 
elements once added to profit (loss) and book value. Models (2c) and (2d) in Table 5.2 
show the results of the incremental value relevance analyses using the price-levels 
model. Findings in Table 5.2 Panel A suggest that neither aggregate OCI nor OCI 
individual items (Reval, Forex, Unreal) provide value-relevant information once added 
separately to PL and BY in the group of IFRS companies. However, aggregate OCI
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provides value-relevant information in the group of SAR companies; yet PL remains 
insignificant variable in explaining the stock prices.
5.2 Return model results interpretation (Information perspective)
In the following section, the results of the return model regressions on association 
between PL, CI, OCI and its components will be presented.
Table 5.3 reports the results of the following regression equations:
Model (3a) re tit =  a ± +  a 2PLit + a3IFRSit + slit
Model (3b) re tit =  f t  +  /?2 CIit +  P3IFRSit +  e2it
Model (3c) re tit =  y± + y2PLit + y3OCIit +  y4IFRSit +  s3it
Model (3d) re tit =  S± +  82PLit + S3Revalit
+ 84Forexit + S5Unrealit + 66IFRSit +  s4it
We follow the same structure of interpretation as in the previous section and first 
evaluate the relative value relevance, following by the incremental value relevance 
analysis.
According to Table 5.3, the coefficient for PL is positive and highly significant at 1 per 
cent, whereas the coefficient for CI is not statistically significant. This result suggests 
that PL is more value-relevant than CI in explaining stock returns. This is further 
supported by the value of R2 that is greater in model (3a) than in model (3b), 0.252 and 
0.021 respectively. The IFRS dummy is not significant in both models, thus this finding 
holds for SAR group of companies.
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Models (3c) and (3d) evaluate the incremental value relevance of OCI and its 
components. Using a return model, the results in Table 5.3 suggest that aggregate OCI 
provide value-relevant information. However, the IFRS dummy is not significant; 
therefore, this result is only applicable to the group of SAR companies. On the other 
hand, the three OCI elements (Reval, Forex and Unreal) provide value-relevant 
information in addition to PL when explaining stock returns in the group of IFRS 
companies, as IFRS dummy is significant in model (3d).
The results of relative value relevance suggest that PL is more value-relevant than CI 
using both models in companies following IFRS standards, and using the return model 
in companies following SAR. We cannot draw any inference about relative value 
relevance for the group of as-if companies using the price-levels model. Based on these 
results, we accept [HI] and [H2] and conclude that profit or loss is more value-relevant 
than comprehensive income in the financial statements of Slovakian listed entities 
prepared according to IFRS and SAR standards.
This finding is in line with the majority of studies using the sample of business entities 
listed in the EU countries (Mechelli and Cimini, 2014; Goncharov and Hodgson, 2011; 
O’Hanlon and Pope, 1999). However, our finding is in contrast with the results from the 
studies by Biddle and Choi (2006) and Kanagaretnam et al. (2009) that conclude that 
the definition of comprehensive income adopted by FASB in SFAS 130 dominates net 
income in the information and valuation content. It is important to mention that both 
studies (Kanagaretnam et al., 2009; Biddle and Choi, 2006) were conducted on the 
sample of US entities. The greater value relevance of PL over CI may be embedded in 
the nature of CI content. The comprehensive income incorporates unrealized 
components of income that under dirty surplus reporting would bypass the statement of 
income and be reported in the statement of changes in equity. Goncharov and Hodgson
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(2011, p. 31) state that ‘comprehensive income contains number of transitory 
components contingent on future events’. Therefore, these items can introduce noise 
and uncertainty into reported numbers and thus inhibit the decision-making of the users 
of financial statements. O’Hanlon and Pope (1999) further stipulate that the inclusion of 
these items makes it more difficult for investors to uncover long-term performance as 
they need to ‘take significant time to sift through temporary or irrelevant components’. 
The greater value relevance of PL for the group of Slovakian companies using IFRS is 
supported by the view of Chambers et al. (2007) that investors need to become 
progressively familiar with the reporting location of comprehensive income. As only the 
minority of public Slovakian listed entities use IFRS, it suggests that users of financial 
statements are not fully aware of the reporting location of OCI and CI. In addition, the 
contracting theory suggests that managers should not be held responsible for earnings 
components over which they have little control (Lambert, 2001). Traditional theories of 
contracting incentives cannot explain the reporting location choice of comprehensive 
income, that is whether comprehensive income is reported in the statement of income or 
statement of changes in equity, because values of profit or loss, other comprehensive 
income and comprehensive income are exactly the same (Bamber et al., 2010, p. 97). 
However, it may explain why the majority of Slovakian listed entities choose to prepare 
consolidated financial statements in accordance with SAR over IFRS. As the statement 
of income prepared under SAR ends with PL figure and the statement of comprehensive 
income presents CI in the end, these two presentation formats clearly put the emphasis 
on different amounts (PL versus CI). Graham et al. (2005) suggest that higher perceived 
volatility of firm performance, inherent in comprehensive income amount, could 
damage the firm’s stock price and assessment of the manager’s own performance.
In the incremental value relevance analysis, we find evidence that aggregate OCI is 
value-relevant in the group of SAR companies and not in the group of IFRS companies.
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Based on these results, we accept [H3] and conclude that aggregate OCI recognised in 
financial statements of Slovakian listed entities, prepared according to SAR, adds 
relevant information to the ones disclosed in profit or loss and book value. However, we 
reject [H4] and conclude that aggregate OCI recognised in financial statements of 
Slovakian listed entities, prepared according to IFRS, does not add value-relevant 
information to the ones disclosed in profit or loss and book value.
We further provide evidence that the three OCI elements, revaluation surplus, foreign 
currency translation adjustment and unrealized gains and losses on available-for-sale 
securities, are value-relevant in explaining stock returns for the group of IFRS 
companies. This result is in line with Chambers et al. (2007) that find foreign currency 
translation adjustment and unrealized gains and losses on available-for-sale securities to 
be priced by investors in the post-SFAS 130 period. Similar to our research design, 
Chambers et al. (2007) also use as-reported data to conduct the value relevance 
analyses. This result suggests that disaggregation of OCI components in the statement 
of comprehensive income facilitates the investor’s decision-making process as opposed 
to OCI aggregation by improving the reporting transparency. This result is also in line 
with Hirst and Hopkins (1998) conclusion that investors pay greatest attention to items 
reported in the expected location. Under SAR, Forex and Unreal are reported as part of 
the statement of income.
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6 Findings
The concluding chapter of this dissertation presents the key findings of this study and is 
divided into three sections. The first section presents the main findings and answers the 
research questions outlined in Chapter 1, section two discusses the limitations of this 
study, and section three concludes the dissertation.
6.1 Key findings
This study provides empirical evidence on the value relevance of different income 
measures by analysing the association between PL, OCI and CI with the market value of 
equity. Using the relative value relevance analysis, we provide evidence that PL is more 
value-relevant than CI in Slovakia. Using the incremental value relevance analysis, we 
find that the three components of OCI, revaluation surplus, foreign currency translation 
adjustment and unrealized gains and losses on available-for-sale securities, provide 
additional value-relevant information in explaining the stock returns when added 
separately to PL in the group companies following IFRS standards. Our findings further 
suggest, that differences in value relevance exist between the IFRS group and SAR 
group of companies. The aggregate OCI is found to be value-relevant only in the group 
of companies following SAR standards.
Based on the results of this study, PL remains a better measure of firm performance 
than CI in Slovakia. Therefore, more extensive IFRS adoption in Slovakia does not 
appear to be justified by an effort to provide better performance measurement tool for 
investors. Importantly, we do not stipulate that IFRS adoption may have not improved 
other aspects of financial reporting in Slovakia.
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Table 6.1 presents the summary of the results of the value relevance analyses of this 
study.
Table 6.1: Summary of results from value relevance analyses
Variable
Price-levels model 
As-reported As-if
Return model
PL + + 0 + +
Cl + + + 0
BV ++ ++ no value
OCI 0 + + +
Reval 0 0 + +
Forex 0 0 + +
Unreal 0 0 4- +
IFRS no value no value
Source: Compiled by the author.
+ + statistical significant positive association (1%); 
+ statistical significant positive association (5%);
- - statistical significant negative association (1%); 
0 no statistical significant impact; 
no value -  not included in the model.
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6.2 Limitations of this study
There are two major limitations of this study. The first is the assumption of the 
existence of efficient market in Slovakia. As mentioned earlier, it is not the purpose of 
this study to examine the market efficiency in Slovakia; however, it was essential to 
assume that at least semi-efficient market holds in order for quantitative research design 
to generate reliable findings. A possible remedy to this limitation is the introduction of 
qualitative exploration of Cl value relevance in addition to quantitative enquiry. 
Although, to the best of our knowledge, all studies investigating Cl value relevance 
adopt positivist approach, there is an increasing number of studies in the accounting 
field that implement an alternative methodology emphasizing interpretation rather than 
explanation or prediction when studying the phenomena. Furthermore, qualitative 
enquiry would enable exploration of the individual behavioural traits of investors with 
regards to comprehensive income reporting. In other words, the qualitative approach 
would provide more detail on how general investors perceive, understand and interpret 
comprehensive income in Slovakia.
Another limitation of this study is the size of the sample of companies using IFRS 
standards to report comprehensive income in the consolidated financial statements. As 
, the majority of Slovakian listed entities use SAR to prepare consolidated financial 
statements, the full sample consists of approximately 80 per cent of companies using 
these accounting regulations. However, the imbalance in sample consistency could not 
be improved as the majority of Slovakian listed entities remain to use SAR to prepare 
their consolidated financial statements despite all public EU listed entities are required 
to prepare those in accordance with IFRS. This observation can be investigated in any 
future research interested in determining why Slovakian or other EU listed entities do 
not follow IFRS, and what implications this may have on their overall performance or 
investors’ attractiveness.
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6.3 Conclusion
This study investigated the value relevance of profit or loss, comprehensive income, 
other comprehensive income and its components in the Slovak Republic. Two most 
predominant methods used in the existing literature for assessing the value relevance of 
accounting amounts were adopted in this study. To examine relative value relevance of 
profit or loss and comprehensive income, and incremental value relevance of aggregate 
other comprehensive income and the individual items of other comprehensive income, 
price-levels and return models were adopted from Goncharov and Hodgson (2011).
The key finding regarding the relative value relevance is that, profit or loss is more 
value-relevant than comprehensive income in both groups of companies, IFRS and 
SAR. In addition, we provide evidence on difference between value relevance of 
aggregate OCI between the two groups. Aggregate OCI provide value-relevant 
information in addition to PL and BV in the group of SAR companies; however, 
aggregate OCI does not provide value-relevant information in addition to those already 
disclosed in PL and BV in the group of IFRS companies.
We conclude that comprehensive income reporting in Slovakia does not improve the 
transparency of financial reporting. These results may be of interest for standard setters, 
as they provide evidence that OCI items are not value-relevant in Slovakia, EU country 
recently transitioned, as opposed to the majority of research using the sample of various 
EU countries.
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Appendix C: List o f companies
Using IFRS Using SAR
1 Slovnaft, a.s. CRH (Slovensko), a.s.
2 Doprastav, a.s. Syraren BEL Slovensko, a.s.
3 Zentiva, a.s. Rona, a.s.
4 Tatry mountain resorts, a.s. Biotika, a.s.
5 Asseco Central Europe, a. s. Cemmac, a.s.
6 Chemolak, a.s. Milsy, a.s.
7 Plastika, a.s. Osivo, a.s.
8 Best Hotel Properties, a.s. Slovenske liecebne kupele Turcianske Teplice, 
a.s.
9 Druha strategicka, a.s. Vipo a. s.
10 Prva strategicka, a.s. ZTS Sabinov, a. s.
11 Zlievaren SEZ Krompachy, a.s.
12 ZTS Vyskumno-vyvojovy ustav Kosice, a.s.
13 Stapring, a.s.
14 1. garantovana, a.s.
15 PRO Populo PP, a.s.
16 Pol’nonakup Saris, a.s.
17 Vodomont-Vodohospodarske Stavby, a.s. 
Vodomont-VS, a.s.
18 DOLKAMSuja, a.s.
19 Kupele Novy Smokovec, a.s.
20 Ekostav, a.s.
21 Pol’nonakup Turiec, a.s.
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Using SAR
22 Mraziarne, a.s. Sladkovicovo
23 Hydromelioracie, a.s.
24 Vunar, a.s.
25 Potravinoprojekt, a.s.
26 ZTS Inmart, a.s.
27 Progres - Pozemne stavby, a.s.
28 Majetkovy Holding, a.s.
29 Real ZA, a.s.
30 Cheminvest, a.s.
31 Cestne stavby, a.s.
32 Geocomplex, a.s.
33 Slovfood, a.s.
34 Zeling, a.s.
35 Frigo, a.s.
36 Tatranska teplarenska, a.s.
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